Abstract-
INTRODUCTION
Western Balkan Countries (WBC) 1 , despite their distinctive economic, polit ical and social traits they are characterized with sluggish economic recovery rates, trade imbalances, fiscal deficits and dependency from Fo reign Direct Investments (FDI). Moreover, the level of remittances in comparison to the GDP is very high. The financial structure of these countries is dominated by banks, therefore it can be concluded that they are bankcentered. Among the main functions of the banks from WBC is allocating financial resources from surplus units to deficit units. It can be rightfully concluded that the financial system of these countries constitutes for the "fresh meat" of these economies, therefore it is of outmost importance that it is healthy and stable. In financial systems dominated by banks, it is precisely banks that represent the main channel of financing the needs of the economy. Therefore, malfunctions of the banking sector have consequences in both macroeconomic and microeconomic aspects of the economy. In this regard, interest rates, due to major structural, political and economic changes in these countries have incited debate within academics, businesses, households, public and even state agencies. Therefore, in this paper we aim to shed light on interest rates of deposits, loans as well as their spread in WBC, with a special focus in Kosovo and the impact of interest rates on its economy.
Objective, Approach and Methodolog y
The objective of this paper is to review, co mpare and analyze interest rates (on deposits and loans) as well as the interest rate spread in WBC and their impact on the overall economy. Due to the nature of the research, the only available option to study remains the analysis of the quantitative data collected from secondary sources. While co mparing the yearly statistical data (2008) (2009) (2010) (2011) (2012) (2013) (2014) (2015) , collected fro m d ifferent secondary sources: World Bank, IMF, annual reports fro m monetary authorities of respective countries, concrete results and the follow-up recommendations will be generated. The paper is structured as follows: the second section reviews the literature regarding interest rates and their spread in different countries of the world, as well as WBC where Kosovo lies. The third section provides stylized facts and statistics regarding Kosovo economy and its banking system. Fourth section treats the comparative analysis of interest rates and their spread in WBC and specifically Kosovo. Conclusions are offered in the last section.
II.
LITERATURE REVIEW Interest rates, for years have incited debate at academics, the public, politicians, financial industry and businesses be it in developed or developing nations. The starting point for analyzing the determinants of interest rate is the model established by Ho and Sanders (1981 concludes that interest rate spread is a function of deposit interest rate, total assets, market participation, nonprrforming loans participation in Total Assets, liquidity, capital adequacy, T-bills rate and EURIBOR rate. Emp irical results show an inverse relationship of interest rate in one side and total assets (bank size), liquidity and foreign ownership of assets on the other side. Lepetit et al., (2008) , on the other hand, while studying 602 European banks during the .period, finds out that the majority of income is generated by fees and commissions and is accompanied with low net interest margin. Durguti, A rifi, Tmava and Kryeziu (2014) using the time series for period 2006-2013, investigates emp iricaly the main factors (capital adequaty ratio, management efficiency ratio, asset quality ratio, liquid ity ratio, investment to asset ratio, loan to asset ratio, and deposit to asset ratio) which have positive or negative impact on interest rate on loans, in Kosovo. due to low efficiency and low level of co mpetition in the market.
III. SOME STYLIZED FACTS REGARDING KOSOVO ECONOMY
The following section present a panoramic view regarding Kosovo economy. 10.19 % (2012) . It is argued that this value is three times greater due to remittances injected through unofficial channels. Nevertheless, the majority of these assets are used for consumption rather than investment. A majo r problem for the economy of Kosovo is the unemploy ment rate in Kosovo which is the h ighest on Europe. This rate varies around 47.5% (2008) and 30.0% (2013). Fu rthermore, youth unemployment according to KAS(2016) is approximately 60% which illustrates a major economic issue for the country.
Banking sector framework in Kosovo
Kosovo as a new economy, established after the armed conflict of 1999, started fro m the very bottom. Institution building also started from this year. The first financial institution created was the Bankingand Payment Authority (forerunner of Central Ban k of Kosovo, established 2008), Shortly after the establishment of the legislat ive framework, ten commercial banks also were established their offices. Despite the fact that the banking system is relatively young, all financial parameters in a permanent manner have shown growth of the financial system, where at the end of 2017, the assets of this sector are valued at 3,387.3 billion euro. In this regard even the value of deposits, loans, the total amount of transactions, income… show permanent growth. Therefore accord ing to IMF (2011) the Kosovo banking system is a success story. This in fact reflect confidence, stability and sustainability, as very important factors that influence the trust in the banking system. Nevertheless, it is argued that interest rates in Kosovo, especially in credit loans have been and still are very high. The following section, illustrates some macroeconomic indicators of the banking system in Kosovo. The following section reviews interest rates (on deposits, loans and the interest rate spread), as well as their trends throughout the years. It is quite interesting to treat the interest rate sppread, which indicates the difference between the interest rate paid by the borrowers and the interest rate paid to the depositors.
IV. ANALAYS IS AND COMPARISONS OF INTEREST RATES WITH WESTERN BALKAN COUNTRIES
In Kosovo, the net interest spread varies fro m 10.93% in 2010 to 6.5% in 2014. Fro m this it can be argued that Kosovo, regarding net interest spread remains in a stable position.
The following section presents the net interest spread between borrowers and depositors in WBC, throughout the years. As seen fro m the trend above, Kosovo has experienced a slight narrowing of the Net Interest Margin, especially during the last year whilst being comparable with the majority of the countries in the region. In this co mparative analysis, BiH and Macedonia diplay the lo west difference noted between the two interest rates with respectively 3.17% and 4.2 % in 2015 while other countries reflect a larger interest rate spread.
Many authors draw direct lines between interest rates and non-performing loans. Therefore Farhan et.al (2012) emphasizes interest rates as the main ind icator of nonperforming loans. While, Ombala (2013) emphasizes that the increase of interest rates impact the bank's perfo rmance, increases lending cost which burdens the borrower and reduces the capacity of the borrower to pay. The follo wing section analyzes the level of non-performing loans from WB countries, throughout the years. V. CONCLUSIONS Interest rates on deposits, loans and the spread between them, for years have incited debate at cademics circles as well as business owners in all Western Balkan countries. Therefore, analy zing and comparing the generate data enabled the drawing of conclusion and their res pective recommendations. So far, after the review we can conclude that interest rates on loans in Kosovo have always been some of the h ighest on the region. Despite the fact that the gap between interest rates on savings and loans, has narrowed over the last couple of years, it still remains relatively high and above the average of the region. So far, after the analysis, it can be concluded that the volatility of interest rates on loans in Kosovo is not dependent from interest rates on deposits as expected fro m the economic theory. Changes in interest rates on loans occur despite changes in interest rates on deposits. This conclusion is derived by the fact that during period of time there were major changes in interest rates on loans , whilst interest rates on deposits were almost static or vice versa, as it occurred in 2010 and 2013 respectively. This shows that interest rates on deposits are not a determinant of interest rates on loans (as would be expected fro m economic banking theory), but it is influenced by other indicators elaborated as follows: -Very high informal economy: This is against fair competition and stimu lates unfair co mpetit ion. It is evaluated that in Kosovo, the informal economy varies fro m 30-35% of the GDP of the country (BTI, 2016) -Unstable and unaudited financial statements for businesses: Many business maintain double-entry bookkeeping and do not have audited financial statements. Businesses provide different financial statements when applying for loans at commercial banks wh ile they provide different financial statements at tax agencies. This increases the cost of obtaining genuine and honest information for the actual position of the business and, in turn, increases the cost of their financing wh ich direct ly reflects in the interest rate on loans.
-Currently banks in Kosovo have created an oligopoly: three of the "big banks" in Kosovo (Procredit Bank, Raifeissen Bank and NLB Bank), cover 70% of the banking market in total and do not face serious competition. This big three is interested in maintaining the status quo as they harvest good profit in a country where the GDP per capita is only 3.277 Euro (KAS, 2015).
-Credit risk (measured by the nonperforming loans / total loans): shows that the level of non-perfforming loans in Kosovo, in permanent manner has shown the lowest values in the region. Th is is an important indicator which imp lies that interest rates could lower even fu rther and consequently even the net interest margin to narrow. However, as an economic indicator, has not influenced, or the influence was abysmal in decreasing interest rates or the net interest spread.
-The drastic fall of interest rates on deposits:it was expected that this would reflect in decreasing interest rates on loans as well if the competit ion would be fair. Despite the fall of interest rates on loans, this was insignificant therefore even the net interest margin of 8.2 % in 2014 is still relatively high.
-The business environment has high risk:(economic, financial and institutional environment in Kosovo is far fro m perfect). This happens not due to the lack of adequate legislative framework but due to the poor implementation and enforcing of these laws. Contacts enforcement and the executing of collateral is made difficult.
